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This chapter contains a summary of the audit
process, an overall bal anced assessnent of the
Conpany, a detailed list of all recommendati ons.

I.A  SUWARY OF THE AUDI T PROCESS

In 1999, New Jersey passed the “Electric

Di scount and Energy Conpetition Act” (the Act),
or New Jersey Statutes Annotated (NJSA) 48: 3-49,
et seq. The Act provided for custoner choice in
energy services. The Act also provided for the
restructuring of New Jersey’s seven utility
compani es such that the delivery of the energy
service would remain regulated and a “protected
monopoly. ” However, the actual provision of
source energy and energy related services were to
be avail able and subject to the competitive
forces of the marketpl ace.

I.A(1) The Act

The Act provides for assurances that the
protected nonopoly will not unfairly use its

mar ket power to undo the expected benefits of a
conmpetitive marketplace. At NJSA 48: 3-55, 48: 3-
56 and 48: 3-58, the Act enpowers the New Jersey
Board of Public Uilities (BPU or the Board) to
secure services of independent consultants to
conduct audits of the utilities and their rel ated
conpetitive business segnents (RCBS) to determne
whet her they enjoy unfair conpetitive advantage.

I.A(2) Purpose O The Audits

The purpose of the audits is to provide an
assessment to the Board of the results of the

i ntroduction of the conpetitive arena.
Specifically, the purpose is to eval uate and
report to the Board whether a level playing field
exists for all participants in a conpetitive
service offering. Were unfair conpetitive

PMC-WGA




EXECUTI VE SUMVARY
Docket Nunmber EA 00040234
|

advant ages may exist, the consultant is expected
to reconmmend corrective actions. These audits are
to be conducted at |east every two years.'

I.A(3) Major Issues

For the Board, there are two major issues. The
first issue is whether the standards devel oped by
the Board to cover the utility, the RCBS and the
public utility hol ding conpany (PUHC) are
sufficient and working effectively. In essence,
does this “Code of Conduct ” provide for the

| evel playing field with non-affiliated purveyors
of conpetitive services having access to all the
exi sting benefits the RCBSs have with the
utility.

The second major issue is to provide, through the
Board, to the energy custonmers of New Jersey, the
assurances of fair and proper allocations of
costs between the non-conpetitive (regul ated) and
conpetitive products or services. The Act and
the Board specifically wish to prevent and avoid
any cross-subsidizati on.

I.A(4) The Standards For The Code O Conduct

The Board has published “Affiliate Relations,
Fair Competition and Accounting Standards and
Rel at ed Reporting Requirenents. ” The Standards
serve as the road map for the generic work plan
The maj or tasks of the work plan are defined as:

« Nondi scrim nation

The standards of conduct are designed to
assure the absence of preferential
treatnent by the utility or any affiliate
or RCBS. Consequently, eleven (11)
standards covering the utility' s specific
processi ng of transacti ons have been
constructed. These standards al so prohibit
the utility frompartaking in any activity
that woul d provide unfair advantage in
busi ness devel opnent and cust oner

" Section 7 Regul atory Oversight §3c of the Standards

O
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rel ati ons.

« |Information D sclosure

The Board recogni zes that information is a
val uabl e coomodity and woul d be an unfair
conpetitive business practice. The Board
has defined that privileged access to such
i nformati on sources as custoner |ists seven
(7) standards covering this issue. The
standards cover conduct between the utility
and RCBS plus the utility and the utility
custoner or potential custoner.

* Separation

The |l egal and structural separation of the
utility, its PUHC, and RCBS are provided
for by the Standards. The Board specifies
certain physical separation requirenents.

Ni ne (9) general standards cover books and
records, sharing of assets and services,
relationship of the utility to the PUHC and
RCBS, empl oyees and transfers of services
and assets.

e Conpetitive Products/ Services Ofered by
a UWility or RCBS of a Wility

The Board has designed seven (7) standards
pl us prescribed renedies for violations to
t hese standards of conduct. Al

conpetitive services/products offered by
the utility or an RCBS nust be reviewed and
have approval by the Board of a proposed
tariff. The Board holds itself the

deci sion-maker as to what is an allowable
conpetitive product/service.

I. A(5) Scope

The Board wi shed to receive fromthe auditors an

i nfornmed and supported opinion of each utility’s
conmpliance plan and historic actions since

i nception of conpetition and energy choice in New
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Jersey. Key to this opinion are the Board's
standards. Further, based on technical accounting
gui del i nes and process information fl ow auditing,
we determ ned the degree of separation and

al l ocation of each utility's revenues, costs,
assets, risks, and functions between and anong
the utility and its RCBSs. To achievethis scope

of effort, determi nation was nade as to whet her?’:

e Cross subsidies exist between the
utility and its non-utility segnents
wi thin a PUHC

e The separation of utility and non-
utility organi zations is reasonable
based on the above noted standards;

e There is any inpact on the use of
utility assets in the provision of non-
safety related conpetitive services;

e There is any inpact or effect on the
utility s enpl oyees with particul ar
interest in professional assignnents to
RCBS;

e The utility is unfairly affecting
conpetitive services; and

e The utilities can conpletely denonstrate
conpliance with the Act.

I.A(6) The Need For A Conpressed Tinme Schedul e

The Act requires the Board to render a decision
after notice and hearing, on any further
restrictions required for any or all non-safety
rel ated conpetitive services offered by an
electric utility (see 48:3-55, 7K) by Decenber
31, 2000. This is a critical end date. One nust
consi der the process for review by the Staff and
by the Commi ssioners. Due process was cal cul ated
by Staff to take two and one hal f nonths.

2 NJSA 48:3-55, 7K(1)
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The Board made its selection on July 6, 2000.
Wnning consulting teans were invited to Newark
for an adm nistrative kick off nmeeting on July
12, 2000. The primary timng need was for Fina
Reports on Qctober 15, 2000. A three (3) nonth
time frame for field work and final report is the
only option open to Staff.

I.A(7) The Matrix Managenent Approach

PMC- WGA was charged with this audit and those of
two other electric utilities. Consequently,

consi deration to scheduling and the short tine
frame had to be in the context of all three
assignments and the Board's desire to have staff
attend the maxi mrum nunber of interviews. A matrix
managenent was proposed as the best way to neet
the quality and time of perfornmance issues.

A matrix approach considers both the operationa
and the functional requirements of a consulting
assi gnnment. From the operational aspect, a short
duration assignnment with intense scope requires
constant and inmediate attention to identifying
data needs and facilitating the response tines
with the utility. The multiple utilities in the
present situation dictates that the
responsibility rest with a single individual for
the quality and conpletion of the functiona
tasks. Further, the report witing function mnust
be laid upon the key operational consultant. For
these reasons, a utility |lead was selected for
each utility and was charged with keeping a

cont enpor aneous nmanagenent of the assignnent.

The functional aspects of the assignment were
divided into four specific task areas that
specifically conplied with the Standards. These
are described above in 8l.A(4). The functional

| ead consultants were scheduled to visit all
three electric utilities. Specific requests for
data were nade. These data requests reflected an
expansi on of the proposal’s generic data
requests. The consultants reviewed the responses
to assess whet her non-conpliance was clear
Failure to detect non-conpliance resulted in the
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attenpt to verify conpliance or non-
applicability.

To maxi m ze the know edge gai ned by all
consultants invol ved, group neetings were held
each Thursday evening. Lessons | earned were
shared on a group basis with conparative anal yses
being tested directly by other skilled
consultants. The utility | ead used this and the
following workday to jointly prepare, with the
functional |ead, the pre-established checklist of
compl i ance standards. These checklists formed the
prinme basis of the task reports and finally the
Fi nal Report.

I.A(8) Generally Accepted Governnent Auditing
St andar ds

PMC-WGA fol | owed Generally Accepted Gover nnment
Audi ting Standards (GAGAS) al so called the

“Yel |l ow Book”. The germane chapters of the
“Yel |l ow Book” are Chapter 6: Field Wik

St andards for Perfornmance Audits and Chapter 7:
Reporting Standards for Perfornmance Audits. This
continues PMC s history as the first consulting
firmto use GAGAS during a utility perfornmance
audi t.

PMC- WEA conplied with applicable el enents of
GAGAS by the foll ow ng:

« Adequate Pl anning denonstrated by the
proposal and the required detail ed work
pl an;

e User Needs were considered by our analysis
of the BPU s standards and the Act;

* Understandi ng was shown in our description
of the assignnment in the proposal;

e Criteria covering our evaluation were based
on the BPU standards;
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e« Managenent Controls were naintained through
t he use of PMC-WGA' s AMS;

e Supervision was adequately maintai ned
through the use of the utility | ead
consul tant and prescribed performance check
lists;

e Conpliance with GAGAS was nmi ntai ned by the
utility | ead consultant;

e Evidence was enhanced in quality by the
cooperative approach used by PMC- WGEA,

e Working Papers were provided for by the
Adm ni strative Managenent Systens records
and by filings that are kept at the utility
for BPU use.

* Reports are in accordance with BPU
requirenents;

e Tineliness was held by tracking to the BPU
pre-set schedule for conpletion; and

e Views of utility officials concerning
accuracy were sought through the
cooperative approach and reading of draft
reports.

I.B SUMMARY OF AUDI T

In this section, we provide the listing of
consultants who were the project |eads, the
statistical volune of activity, and the list of
reconmendat i ons.

I.B(1) Lead Personnel

As noted at |.A(7) of this chapter, the matrix
managenent approach to project control was

enpl oyed. A utility lead was assigned full tine
to assure technical and administrative
consistency. The utility | ead has responsibility
for work papers, review of checklists from each
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functional |ead, quality control check of
footnotes to work papers, and authorship of the
Fi nal Report. The responsi ble consultants are:

Ceral d Lawence GPU Lead Consul t ant
Wl 1liamWarinner Non-Di scrim nation

Vi ctor Hurl bert Separ ati on

M chael Patterson Information Disclosure
Kurt Harns Conpetitive Products/ Service
O ferings

W1 1liam Roberts Human Resour ces
I.B(2) Statistical Summary

The utility was presented wth 219 data requests,
all of which were responded to and secured in the
work paper file. Alist of the data requests is
an appendix to this report. Additionally,

approxi mately two dozen interviews were conducted
Wi th personnel from GPU Inc., GPU Service, GPU
Tel com Servi ces, Inc, and JCP&L.

I.B(3) Summary of Reconmendati ons

The audit produced seven (7) reconmendati ons.
These changes are associated with technical
conmpliance with the Standards. First, information
technol ogy issues include: adjustnents to the
GPU.com web site; inprovenents in security [or
revision of the Conpliance Plan]; and
denonstration of SAP to provide required
reporting. Second, information disclosure rules
are addressed for conpliance. Third, certain
agreenents between GPU Energy and affiliates need
to be updated to be in conpliance with the

St andar ds.

At the specific request of Board Staff,
reconmendati ons are sequentially nunbered. At the
end of each reconmendati on, we provide the
chapter reference.

1. Provide Required Segregation O Conpetitive
Products And Services On Corporate Wbsite
[Chapter 111.B(1)]
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2. Revise Section 5.3 O The Conpliance Pl an
[ Chapter 1V.B(1)]

3. Expand The Definition O The Product and/or
Service Provider Information Standard To | ncl ude
The Hol di ng Company [ Chapter V.B(1)]

4. Formalize And Test Enpl oyee Understandi ng O
The Information Disclosure Rules [Chapter V.B(2)]

5. The Utility Should Update Its Contract Wth
GPU Advanced Resources, And O her Agreenents And
Correct The Conpliance Plan [Chapter VI.B(1)]

6. The Utility Should Denbnstrate To The Board
Its Capability To Provi de Required Reporting
[ Chapter VI.B(2)]

7. The Board Shoul d Consider A Method To Revisit
Exi sting GPU Energy Agreenents For Conpliance
Wth The Later Dated Act [Chapter VI.B(3)]
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